Using a panel dataset of syndicated bank loans in emerging markets, we examine how domestic credit market sector reforms affect the cost of corporate borrowing in emerging markets. We find that reforms that improve bank competition and facilitate bank privatization lead to lower borrowing costs, suggesting that these reforms improve efficiency in credit markets. In addition, reforms that tighten bank supervision increase loan yield spreads, consistent with better risk pricing with more effective oversight. Furthermore, the impact of these reforms on corporate borrowing costs is closely linked to the quality of institutions in a country. Specifically, bank competition and bank supervision reforms affect corporate borrowing costs primarily in countries with low corruption and well-functioning legal environments. Bank privatization reforms are effective in countries with a better investment profile. Overall, these results suggest that the success of domestic financial reforms in improving credit markets is linked to the institutional environment.
Introduction
Countries employ domestic banking reforms to improve credit market efficiency and thereby foster economic activity and growth. If these reforms reach their objective, they should lead to better risk pricing and improve funding opportunities for firms without leading to a buildup of systemic risks.
There are several country level studies that examine the impact of banking deregulation.
For example, Cetorelli and Strahan (2006) look at US data and find that bank competition removes entry barriers for small firms. Bertrand, Schoar, and Thesmar (2007) examine the French banking system and find that banking sector efficiency increases with deregulation.
Guiso, Sapienza and Zingales (2007) look at the time series variation in bank competition for the Italian banking sector across provinces. They show that with increasing bank competition, loan spreads decline, availability of credit increases but nonperforming loans increase. In addition to country level studies, Demirguc-Kunt, Laeven and Levine (2004) examine net interest margins averaged over 1995-1999 for 26 countries and find that bank reforms reduce net interest margin but this effect disappears when property rights are controlled for.
In addition to studies that find positive effects of bank reforms, some others such as Demirguc-Kunt and Detragiache (2002) find that these reforms can have destabilizing effects on the economy. Similarly Kaminsky and Schmukler (2008) find that in the short term financial liberalization policies lead to destabilization but in the long run they trigger reforms to improve institutions.
In this paper, we present new evidence on how domestic credit market reforms affect the cost of credit for corporations. We use a new and detailed data on credit market reforms developed by Abiad, Detragiache and Tressel (2009) (ADT, henceforth) and utilize a panel dataset on syndicated bank loans to emerging market corporations over the period 1994-2004. We examine the variation of the cost of credit due to credit market reforms within a country.
The impact of domestic credit market reforms on corporate borrowing terms is an open empirical question. Better risk pricing following reforms such as bank supervision can lead to higher rates if improper risk determinations prior to reforms resulted in relatively cheaper borrowing. On the other hand, credit market reforms such as bank entry and bank privatization can lead to lower borrowing costs by increasing competition in the credit markets and by increasing efficiencies in bank operations. In this paper, we focus on these issues.
The contractual environment of a country has been documented to be an important determinant of corporate borrowing costs. For example, Qian and Strahan (2007) find that loan spreads are lower in countries with better creditor rights. Similarly, Bae and Goyal (2009) find that better property rights lead to lower yield spreads. While examining the impact of credit market reforms on corporate borrowing costs, we also look at whether the effects of these reforms are related to the institutional environment.
We consider four domestic financial reforms from the ADT dataset that indicate changes in the credit market laws. These reforms are bank competition, removal of barriers in credit allocation, bank privatization and bank supervision. 1 We also average these four dimensions to obtain an overall index of credit market reforms.
Examining the impact of overall domestic financial reforms on corporate borrowing costs using the index, we find that corporate loan yields decrease with credit market reforms. Thus, on the overall, domestic financial reforms lead to lower cost of financing for the corporations, suggesting that these reforms reach the objective of improving external funding terms for corporations.
We also look at the reforms one at a time. Our results indicate that corporate borrowing costs decrease following bank competition reforms that remove the barriers of bank entry and 1 We focus on credit market reform measures that have within-country variation over the period 1994-2004. geographical restrictions, and increase the scope of bank activity and licensing. Corporate borrowing costs also decrease following bank privatization policies. The findings suggest that these credit market reforms mitigate the inefficiencies in credit markets and lower the external cost of funding for corporations. Our results show that corporate yield spreads are higher in countries that adopted tighter bank supervision such as risk based capital ratios, independent supervisory agency and effective supervisory oversight. This evidence is consistent with the notion that corporations that were able to reach cheaper bank financing before the reforms due to possible improper risk pricing end up paying higher prices that better reflect risk after these reforms.
Next, we explore the linkages between institutions and reforms in relation to cost of credit. We consider an index of institutional quality including law and order, lack of corruption and investment profile of a country. We also consider these institutional characteristics separately. Our findings show that bank competition reduces spreads in countries that have wellfunctioning legal environment and low corruption. Bank supervision is also more effective in these countries. Bank privatization policies are more successful in reducing funding costs of corporations in countries with better investment profile including better property rights, contract viability, and payments repatriation. Thus, credit market reforms are successful in increasing the efficiencies of credit markets in countries with better institutions.
Overall, our evidence shows that credit market reforms have an important impact on the external funding costs of corporations in emerging markets. Furthermore, this impact is closely linked to the quality of institutions. As a result, the success of domestic credit market reforms closely linked to the institutional environment of a country.
The rest of the paper is as follows. Section 2 describes the data and methodology, Section 3 examines the impact of reforms on loan spreads and Section 4 concludes.
Data and Methodology
We first explain the data source in the next subsection, then discuss the descriptive statistics and lastly give the details of our empirical specification.
A. Data
We utilize a number of sources in order to collect data on loan characteristics, firm characteristics, macroeconomic variables and credit market reforms.
In our loan dataset, we have data for 15 emerging market countries over the period of 1994-2004. The countries covered in the sample are given in Appendix 1. We use Dealogic to obtain the loan data.
Loan variables
Loan characteristics i.e. loan spreads, loan maturity, loan size, the currency of the issue, purpose of issuance and whether it is a term loan or line of credit are from this database. The loan spread is measured as spread over LIBOR including all fees and are given in basis points. We use the natural logarithm of spreads in our empirical model. A dummy variable captures issues in major currencies, i.e. U.S. dollars, British pounds, German DM, Euros or Japanese yen. We control for the loan size by including in the regressions the natural logarithm of the size of the loan. We include an indicator for term loans. We include loan purpose dummies for debt repayment, acquisition activities, working capital and corporate and project financing. We exclude loans to firms in the heavily-regulated financials and utilities sectors (SIC codes 6 and 9) as these loans would be expected to be priced differently than loans to firms in other industries. As a result, we have 1030 observations with loan spreads and other loan control variables.
Firm variables
To control for firm variables, we manually match the loan sample with the Worldscope database.
As firm level controls, we include leverage, profitability, tangibility, size, whether the firm has credit rating or not and a dummy if the rating is high yield. We calculate size as the natural logarithm of market capitalization, leverage as total debt over total assets, tangibility as net plant property and equipment over total assets and profitability as net income over total assets. Since firm level controls are not available for all the loans, this sample consists of 262 observations and 11 countries. Number of observations in each country is given in Appendix 1.
Credit market reforms
The measures of credit market reforms are from the ADT dataset. This dataset covers seven dimensions of reforms. We utilize four of them: Bank privatization, bank supervision, bank competition and removal of barriers in credit allocation.
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The bank privatization measure is based on the state ownership of banks in a country. Bank competition is based on the measures that remove the barriers of bank entry, scope of bank activity, licensing and geographical restrictions.
The bank supervision component looks at the effectiveness of supervision practices in the country such as risk based capital ratios, independence of supervisory agency from political power, effectiveness of on site and off site examinations and if there are supervisory oversight exemptions or not. Finally, the credit allocation measure is based on whether there are excessively high reserve requirements or not and also on the removal of credit controls such as directed lending, subsidized credits and ceilings on credit expansion. The details of the index are given in Appendix 2. We use one year lags of these variables as policy changes are expected to work with lags. We discuss the implications of each reform below:
Bank competition: Competition in the banking sector, including foreign bank entry, should result in more efficiency in the banking sector. The increased efficiency should reflect into credit markets as increased credit and lower yield spreads. In the ADT dataset, bank competition is 2 Among the other series compiled by ADT, we do not include securities market reforms as most countries had liberalized their securities markets by 1994 and also our main focus is on credit markets. We do not include capital account liberalization as we refer to another source for this variable, which is used as a control for financial openness. Lastly, we do not include interest rate controls due to minimal variation of this variable during the period from 1994 to 2004. determined according to several dimesions: restrictions on the participation of foreign banks; restrictions on the scope of banks' activities; restrictions on the geographic area where banks can operate; or excessively restrictive licensing requirements.
Bank supervision: Effective bank supervision should lead to better functioning banking system and tighter lending standards. While better functioning banking system can lead to easier or cheaper credit, tighter lending standards can lead to higher yield spreads. In the ADT dataset, this reform variable is constructed according to the following dimensions: Risk-based capital adequacy ratios based on the Basle I capital accord; Independence of the banking supervisory agency from the executive's influence and whether it has sufficient legal power; existence of exemptions for certain financial institutions from supervisory and effectiveness of on-site and off-site examinations of banks.
Credit allocation: Changes in credit allocation in the banking system by removing preferential treatments of certain sectors can lead to higher borrowing costs for sectors that were benefiting from government subisidies but it can lead to lower spreads for firms that were not able to tap into the subsidized lending in the banking sector. In the ADT dataset, this reform variable is constructed according to these dimensions: Minimum amount of credit that must be channeled to certain sectors; whether there are ceilings on credit to some sectors or not; subsidized rates to directed credits; ceiling on the overall rate of expansion of credit; level of reserve requirements.
Bank privatization: Improved efficiencies in bank operations after privatization should lead to better risk pricing and a more competitive market. As a result, these developments should lead to better lending practices and can lead to lower yield spreads. However, politically connected firms might observe higher yield spreads afetr privatization due to the elimination or their preferential status. In the ADT dataset, this reform variable is formed according to the the share of banking sector assets controlled by state-owned banks. The level of bank privatization is determined using thresholds of 50 percent, 25 percent and 10 percent of state ownership. Decreasing state ownership corresponds to higher values of bank privatization variable.
Institutional environment
Regarding the institutional environment of a country, we construct an institutional quality index using the Political Risk Group's International Country Risk Guide (ICRG) database. We consider three components for this measure: Corruption, law and order, and investment profile.
We scale each of these measures so that they vary between zero and one. We average all these measures to form the index. We also consider these variables separately. Investment profile measures contract viability/expropriation, profits repatriation and payment delays; the corruption index considers excessive patronage, nepotism, job reservations, favor-for-favors, secret party funding and suspiciously close ties with politics and business; law and order measures the strength of legal system and popular observance of law. The higher is the score, the higher the institutional quality.
Macroeconomic controls
As for macroeconomic controls we use the natural logarithm of real GDP per capita for financial development, real GDP growth for business cycles, real interest rates for borrowing cost in general, stock market volatility for default risk, and sovereign ratings for overall country risk.
We also control for the financial openness of a country with a de jure measure constructed by Chinn and Ito (2008) . formed by taking into account the structural breaks trends in this variable. We use the lag of this 3 Chinn and Ito (2008) construct a de jure measure of financial openness based on the absence of controls on crossborder transactions. For these controls, they mainly consider the presence of multiple exchange rates, restrictions on current account transactions and capital account transactions as well as requirement of surrender of export proceeds. We use one year lag of the openness variable as well since it reflects policy changes and thus will work by delay. variable since we it is used as an instrument for the issuance decision, as discussed in the methodology section. We control for banking crisis by putting a dummy for those years. Banking crisis dates are from Laeven and Valencia (2008) . Table 1 Average loan size in each country is above 100 million dollars.
B. Descriptive Statistics
In Panel C, we document yearly statistics of loan spreads, loan issuance and the change in credit market reforms. While loan spreads and loan issuance is averaged over all loan observations in that year, credit market reforms are averaged over the countries in that year so as not to include multiple counts of the reform variables for countries with more than one loan issuance in that year. Average loan spreads are above 100 basis points and loan issuance is above $100 million in each year. When we look at the reform variables, we observe that they change over time (values not equal to zero). Although we mostly see a positive change in the reform variables, i.e. improving credit markets, there are a few cases where credit market reform on the average deteriorates as shown for bank privatization and credit allocation. As an example, in Appendix 1, Panel B, we provide the details of the credit market reforms for Mexico. This panel shows the value of each reform in each year for Mexico. As can be observed, credit market reform variables vary through time.
C. Methodology
Our variable of interest is loan spreads on syndicated loans. In our empirical specification we control for loan characteristics, macroeconomic variables and firm level variables. The empirical model is as follows:
In above equation, Log(Spread) ijct is the natural logarithm of basis points of spread over LIBOR on loan i of firm j in country c at time t. X ict are loan level controls, Z ct are macroeconomic controls. FINREFORM ct-1 is either the credit market reform index or the components of the index. Both the credit market reform index and its components are measured by a one year lag since the policies on credit market reforms would be reflected on the corporate borrowing terms with a delay. This approach also alleviates endogeneity concerns. However, we should note that it is still possible that a latent variable can affect both credit market reforms as well as corporate loan yield spreads. To mitigate this issue, we include a large range of controls at the country level and include country effects. Institutional variables are represented as INST ct .
Since we are also interested in how institutions shape the impact of reforms on corporate borrowing terms, we interact credit market reforms with the institutional variables included in the model. To control for firm level variations, we include firm level factors that affect spreads.
As a measure for global economic developments such as global economic cycles and global shocks that affect financial markets, we include year dummies. To control for global industry shocks, we include industry dummies. In the estimations, we use country clustered standard errors to correct for residual dependence (see Petersen (2007) and Cameron, Gelbach and Miller (2006)).
The effects of credit market reforms on the cost of credit

A. Credit Market Reforms
We examine the effect of credit market reforms on corporate borrowing costs in Table 2 .
In column 1, we present results with the credit market reform index. In columns 2-5, we include each reform separately one at a time, and in column 6, we include all reforms together.
The results in column 1 show that, on the overall, credit market reforms lead to lower corporate borrowing costs. Thus, corporations are able to obtain cheaper financing in the syndicated loan market following credit market reforms. This finding is both statistically and economically significant. When credit market reform index increases by one standard deviation from its sample mean of 0.64 to 0.83, loan spreads reduce by 84 basis points for a loan with 185 basis points spread (the loan spread evaluated at mean values of the regression variables). When we examine remaining variables, we observe that loan spreads are lower in countries with better sovereign ratings, showing the importance of country credit risk while determining corporate loan yield spreads. Among loan and firm characteristics, loan spreads are also higher for major currency denominated loans. It is possible that these loans are from countries that have more local currency risk, which is reflected in the loan spreads. Corporate borrowing costs are lower for firms with bond ratings. Firms with bond ratings can raise funds from public debt markets, which creates an alternative funding source for these firms and thus increases competition in the syndicated loan market, which is discussed in detail in Hale and Santos (2009) . Loan spreads are higher for firms with high leverage, suggesting that increased bankruptcy risk or firm distress by increased leverage reflects into higher loan spreads due to amplified credit risk for these firms.
Yield spreads are lower for larger firms. Large firms have low information asymmetry and more collateral to offer, which reduces the adverse selection and moral hazard risks for the banks.
On the overall, the findings with credit market reform index show that these reforms reduce corporate borrowing costs. However, each of these reforms can have a different impact on the cost of debt financing for corporations. Therefore, combining these reforms in an index can provide us a big picture on the success of reforms, but it will fall short of providing us the individual effects of each reform. Some reforms such as bank competition remove the entry barriers for banks, which can create an environment where banks charge lower spreads to attract customers. On the other hand, bank supervision reforms tighten supervisory oversight, which leads to better risk pricing. Tight oversight can lead to an increase in loan spreads if corporations were able to reach cheaper funding before the reforms due to improper risk adjustments. In this respect, it is important to consider bank competition, bank supervision, bank privatization and credit allocation separately.
As reported in columns 2-6 of Table 2 , among the components of the financial reform index, bank competition and bank privatization lead to lower corporate loan yield spreads, whereas bank supervision increases spreads. Credit allocation does not have a significant effect.
Including all these reforms together in column 6 does not alter these findings. These results suggest that all reforms do not move spreads in the same direction. Hence considering these reforms together can mask the impact of each individual reform. Allowing bank entry through bank competition reforms reduces cost of funding domestically as more banks try to win the same customers. The effects of this competition, in turn, is reflected in the syndicated loan spreads, since syndicates also need to offer lower spreads to be comparable with the domestic market. Bank supervision, on the other hand, tightens the lending standards of the banks.
Accordingly, banks charge higher rates for riskier borrowers. The change in this domestic development is reflected to the syndicated loan market as higher loan spreads. Allowing bank privatization helps banks to operate more efficiently. Consequently, they can offer cheaper funding alternatives to corporations. Again syndicates lower spreads to be comparable with the local credit market.
Overall, these findings show that credit market reforms improve efficiencies in the credit market. These improvements can lead to lower funding costs by allowing cheaper alternative sources of funding as observed with bank competition or bank privatization reforms.
Alternatively, they can lead to better risk pricing reflected in higher funding costs as observed with bank supervision reforms. Thus, each credit market reform can have a different effect on corporate debt financing costs. Vishny (1997, 1998) and subsequent research show the importance of institutional environment in financial development. Qian and Strahan (2007) and Bae and Goyal (2009) examine the impact of legal framework and institutions on loan characteristics using cross country syndicated bank loan data. They show that the cost of credit is cheaper and loans are more favorable in countries with better creditor rights and property rights. Our baseline regressions also show that spreads are substantially lower in countries with better institutions.
C. Contractual environment
Since institutional framework plays an important role in shaping corporate financing terms, it is useful to consider how credit market reforms affect the cost of credit in relation to the quality of institutions. Adopting these reforms without the oversight provided by strong institutions can lead to ineffective implementation of these reforms and therefore they can fail to achieve the improvements in credit markets. To explore this issue, we consider law and order, investment profile and the lack of corruption in relation to the credit market reforms. We also consider these three factors together in the institutional quality index. Table 3 reports the results.
We find that in countries that have low corruption, bank competition reduces loan spreads and bank supervision increases spreads. As it can be observed, while the coefficients on the interaction of these reforms with lack of corruption is significant, the coefficients on reforms themselves are not. These findings suggest that when corruption is high, implementation of these reforms does not proceed properly, and therefore they are not as successful in reducing inefficiencies in the credit markets.
When we examine the law and order component, we find that the results are comparable to those found with low corruption. Bank competition and bank supervision affect spreads primarily in countries where there is a well-functioning legal system. When legal system does not function properly, adopting credit market reforms without proper implementation may not be sufficient in providing a better credit market environment for the corporations.
Investment profile includes property rights, profits repatriation and payment delays.
Privatizing banks should affect the corporate cost of funding, especially when these banks can operate in an environment that is investment friendly. We find that investment profile affects the relation between bank privatization and yield spreads. Bank privatization reforms reduce loan spreads considerably in countries that have better investment profile. We also include all these institutional components in an index in column 4 of Table 3 . The results are largely supportive of previous arguments.
The results discussed so far highlight the importance of the interaction between reforms and institutional variables. In this regard, we also examine the economic significance of these In addition to aforementioned results, we also consider the interactions of institutional variables with credit reforms using indicators that take a value of one if the institutional variable is above the median of the sample for that year. For example, lack of corruption takes the value of one for countries that have corruption levels better than the sample median for that year. These results are given in Appendix 3. As it can be observed, the results are comparable to those documented earlier.
These findings suggest for countries with institutional variables that are above the median of the sample, credit market reforms are effective in improving the banking sector.
Overall, our findings show that the success of domestic credit market reforms in improving lending standards and reducing credit market inefficiencies is related to the institutional characteristics of a country. Thus, one should consider the linkages between reforms and institutions in examining how reforms affect the cost of funding for corporations.
C. Alternative Specifications
In Table 4 , we include alternative specifications. In column 1, we omit countries that have less than 10 observations so as to observe whether the results are sensitive to the inclusion of countries with fewer observations. The results show that credit market reforms continue to have a negative and significant effect on loan yield spreads, as in Table 2 . Thus the impact of credit market reforms on loan yield spreads is robust to excluding countries with fewer observations. The significance of the reform variable is more significant in this specification.
In column 2 of Table 4 , we include additional macroeconomic controls. We include inflation to observe whether inflation has an additional impact on loan spreads not captured with real interest rates. We also include M2/GDP ratio to consider the amount of liquidity in a country that can have an impact on the interest rates. The results show that credit market reforms continue to have a negative and significant effect on loan yield spreads. While the coefficient on inflation is not significant, the coefficient on M2/GDP is negative and marginally significant, suggesting that improved liquidity reduces loan spreads.
In columns 3-5 of Table 4 , we address the sample selection issue. In columns 3 and 4 we use the sample with firm controls. Column 3 includes firm variables whereas column 4 does not. In column 5, we include the larger sample that has loan characteristics but does not have firm characteristics for every firm in the sample.
In our sample, we observe companies that obtained loans from bank syndicates. We cannot observe those companies that were not able to or did not issue loans. Thus, we check if our sample is affected from sample selection bias, by employing the Heckman (1979) model. To determine firms that did not issue in a given year, we consider all Worldscope sample for the countries in our sample. In the first stage, issuance decision is captured with a dummy that takes a value of one if the company has issued in that year or zero otherwise. We control for macroeconomic and firm level variables. As an instrument, we use one year lag of private credit to GDP. An increase in credit to the private sector increases the availability of domestic bank loans. Hence, it affects the syndicated loan issue decision but should not have a direct impact on loan spreads. Increasing domestic credit to the private sector increases the availability of credit, which as a result increases loan issuances. We use one year lag of this variable as instrument as the credit availability information should be available for the firms when they make a decision to issue or not. By using the lag of this variable, we also alleviate the concerns that increased credit to domestic sector can have some effect on loan spreads. Such effects should be immediate as market reflects information right away. As a result, the lag of this variable should not have an impact on the loan spreads. In the second stage, loan spreads are determined as in equation (1) conditional on loan issuance. In both the first and second stages, we control for industry, year and country effects. As presented in Table 4 , column 3, when firm level variables are controlled, there is no sample selection bias. Including firm level controls captures the effects of corporations' demand for loans and as a result mitigates sample selection issues. As presented in columns 4-5 of Table 4 , sample selection bias exist when firm level controls are not included.
We observe that the lag of private credit to GDP, the instrument we use for issuance decision, significantly negatively affects the loan issuance decision. As credit becomes available in domestic markets, firms rely less on syndicated bank loans as they are able to raise funds domestically. We also find that syndicated bank loan issuances increase following credit market reforms. This finding is in line with the notion that these reforms reduce inefficiencies in the credit markets, and as a result improve credit availability to the corporations. Overall, the results are in line with those reported without sample selection where credit market reforms reduce loan yield spreads.
Conclusion
In this paper, we examine how credit market reforms affect spreads on syndicated bank loans.
As bank credit is one of the major sources of financing for corporations, especially for small firms and for firms in emerging markets, it is important to consider how these reforms affect the cost of credit. Although the impact of reforms would be more direct in domestic markets, we expect to see an impact in the cost of funding through bank syndicates as these syndicates need to keep the cost of credit comparable to domestic markets to attract or retain borrowers.
Our results show that bank competition and bank privatization lead to lower funding costs for corporations by allowing more banks to compete for customers and by more efficient operation of banks in the private sector. Bank supervision, on the other hand, leads to higher corporate borrowing costs by tightening the lending standards, which promotes better risk pricing. Credit allocation reforms do not have a significant effect on loan spreads. Overall, however, the credit market reforms lead to cheaper cost of credit.
We also show that the effect of credit market reforms on loan spreads is related to the institutional environment. Bank competition and bank supervision reforms affect loan spreads mainly in countries that have low corruption and well functioning legal system. Bank privatization improves bank efficiency and reduces yield spreads in countries with good investment profile.
Overall, these findings show that the success of credit market reforms in enhancing the credit markets for corporations should be assessed in the context of the quality of institutions in a country.
Table 1 Descriptive Statistics
This table presents descriptive statistics. For each variable, mean, standard deviation, minimum and maximum values are given. Loan spread is measured over LIBOR including all fees. Loan maturity is in number of years. Loan size is the size of the loan. Major currency is a dummy variable that takes a value of one if the loan issue is in a major currency i.e. U.S. dollars, Euros, German DM, British pound or Japanese yen. Bond rating and High yield are also dummy variables that take value of one when a company has a bond rating and a high yield bond rating, respectively. Term loan is an indicator variable that is assigned a value of one for term loans and value of zero for line of credit. Purpose of loans is also indicator variables. Corporate financing, debt repayment, acquisition, project financing and working capital are controlled through dummy variables. Credit market reforms index is based on four credit market reforms: Bank competition, supervision, privatization and credit allocation. These are from Abiad, Detragiache and Tressel (2008) . All reform variables vary between zero and one. Law and order, lack of corruption and investment profile data are from Political Risk Group's International Country Risk Guide (ICRG). All these variables are between zero and one. An index of quality of institutions is formed by averaging these three variables. Sovereign ratings are from Standard and Poor's and values are higher for better ratings. Ratings vary between one and 20, 20 being AAA. Real GDP per capita and Real GDP growth are from World Economic Outlook. Real interest rates are based on nominal interest rates and inflation, which are obtained from International Monetary Fund's International Financial Statistics (IFS). Stock market volatility measures the volatility of the stock market in the last three years. Stock index values are obtained from IFS for developed markets and from Datastream and Bloomberg for emerging markets. Private credit to GDP is from Dell'Ariccia (2008) . Financial integration is a de jure measure of openness obtained from Chinn and Ito (2008) . Banking crisis is a dummy that takes a value of one at banking crisis years and is obtained from Laeven and Valencia (2008) . Firm level variables are from Worldscope and are as follows: Leverage is total debt over total assets; firm size is natural logarithm of market capitalization; profitability is net income over total assets and tangibility is net plant property and equipment over total assets. Panel A gives results for 262 observations that have both spread data and firm level controls. Panel B gives mean values of the variables for each country. Panel C reports yearly statistics on loan yield spreads and loan issuance as well as the change in credit market reforms. 
Table 3 Loan Spreads, Credit Market Reforms and Institutional Environment
This table reports the impact of credit market reforms on the natural logarithm of spreads in syndicated bank loans in relation to the institutional environment. One year lag of deistic financial reform index is used. The interaction of bank competition, bank supervision, bank privatization and credit allocation with lack of corruption, law and order, investment profile and the quality of institutions are considered. Column 1 gives results for lack of corruption. Column 2 is on the strength of law and order. Column 3 gives the results on investment profile and column 4 is the impact of an index that is composed on the three institutional factors. Year, industry and country effects are included. Country clustered standard errors are in parentheses. Number of observations is 262. Definitions of variables are in Table 1. (1) (2) (3) 
